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Shareholding control, corporate governance, and equity financing in Brazil

INTRODUCTION

One of the main firm financial decisions concemmns the
decision on the form of financing (Brealey et al, 2013).
Some theories have been developed in order to under-
stand corporate financing decisions, such as the irrele-
vance of financing sources, trade-off, pecking order, and
market timing (Barclay & Smith, 2020; Harris & Raviy,
1991).

Beyond theories that deal specifically with financ-
Ing decisions, other broader theories can help in un-
derstanding corporate funding decisions, among which
the agency theory (Jensen & Meckling, 1976) emerg-
es. According to the agency theory, the separation be-
tween firm ownership and management leads to con-
flicts of interest between the manager (agent) and the
shareholder (principal), the so-called agency conflicts,
which generate agency costs that may harm firm per-
formance and damage its value (Jensen & Meckling,
1976).

Conflicts and agency costs can influence the firm's
external financing, considering that the exacerbation
of conflicts and agency costs can negatively affect
the perception of external financiers in relation to the
firm, increasing the cost of external capital (Claessens &
Yurtoglu, 2013). The presence of controlling sharehold-
ers in the firm’s ownership structure can contribute to a
reduction in the issuance of shares because they may
fear the threat to their status as controlling shareholders
(Céspedes et al, 2010; Crisdstomo, Pinheiro et al, 2020;
Ganguli, 2013). To reduce agency conflicts and facili-
tate access to external financing, the firm may choose
to strengthen its internal corporate governance system
(Claessens & Yurtoglu, 2013; Javaid et al, 2023).

In Brazil, most of the firm’'s external financing is based
ondebt (Branddo & Crisostomo, 2024a). Regarding own-
ership structure, firms are characterized by high own-
ership concentration, a high proportion of firms with a
controlling shareholder (dominant control), non-voting
shares, and pyramidal control structures (Aldrighi et al,
2007; Criséstomo, Brandao et al, 2020). This scenario
points out the relevance that the type of shareholding
control — dominant, dispersed, or shared — may have
(Branddo & Crisostomo, 2023; Crisostomo et al, 2022).
Although firms predominantly have a single controlling
shareholder, there has been an increase in the number
of firms with shared control, ie, firms in which some
large shareholders make up a controlling coalition,
and also in the number of firms without a controlling
shareholder, which are firms with dispersed control
(Carvalhal, 2012; Crisostomo & Brandao, 2019; Peixoto
& Buccini, 2013).

These three firm control statuses (dominant, shared,
or dispersed control) can be considered categories

for the shareholding control configuration and seem
to matter for the effectiveness of the Brazilian firm's
adoption of corporate governance practices (Brandao
& Crisostomo, 2023; Crisostomo et al, 2022). Thus, the
relevance of the firm's corporate governance system in
facilitating access to external funding in the stock mar-
ket (share issuance) can be moderated by the type of
shareholding control. In firms where agency conflicts
between controlling and minority shareholders are
more severe (dominant control), the effectiveness of the
corporate governance system tends to be more pro-
nounced. On the other hand, under shareholding con-
trol configurations that disfavor the risk of agency con-
flicts between controlling and minority shareholders
(shared and dispersed control), corporate governance
would be less effective (Brandéo & Crisostomo, 2023;
Crisostomo et al, 2022).

Empirical research in Brazil has predominantly inves-
tigated the effects of corporate governance and own-
ership structure on corporate debt financing (Brandéo,
2022; Reinaldi et al,, 2022). Share issuance, on the other
hand, has been less examined in the literature, and the
results are inconclusive (Brandao, 2022). Given this gap
and the relevance of the stock market for corporate fi-
nancing and the country’s economic development, this
research was developed based on the following prob-
lem: What is the relationship between corporate gover-
nance, the type of shareholding control, and financing
by share issuance in the Brazilian firm?

The study aims to analyze the relationship of firm
corporate governance and the type of shareholding
control with financing by share issuance. Specifically,
it investigates the direct relationship between raising
funds by share issuance and the quality of the internal
corporate governance system and the type of share-
holding control (dominant, shared, and dispersed), as
well as the moderating effect of the type of sharehold-
Ing control on the relationship between raising funds by
share issuance and the quality of the internal corporate
governance system.

The results show that the agency theory helps to
explain financing by share issuance in Brazilian firms.
Financing by share issuance is used more by firms in
which there is no controlling shareholder, ie, firms with
dispersed control. With regard to the corporate gover-
nance system, it was observed that firm's decision to
Issue shares is directly associated with the level of adop-
tion of corporate governance practices. On the other
hand, the relevance of the level of adoption of corporate
governance practices for the amount of funds raised by
share issuance is greater in firms with dominant control
and lower in firms with dispersed control.
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This paper contributes to the understanding of the
relationship between Brazilian firm financing decisions,
ownership structure, and the quality of the firm's cor-
porate governance system. In this context, the study
provides evidence that the ownership structure, specif-
ically the shareholding control configuration, is relevant
to the firm'’s decision to seek funds in the stock market
and to the effect that corporate governance can have
on the firm’s ability to finance itself by share issuance.

THEORETICAL BACKGROUND

AND HYPOTHESES

Theories on capital structure

Share issuance is a relevant firm funding source.
However, this form of raising funds to finance firm in-
vestment seems to require the existence of a mature
capital market. Share issuance is more widely used by
firms operating in countries with more advanced cap-
ital markets. Most developing countries have capital
markets that are still being strengthened, and this real-
ity seems to be associated with less corporate financ-
ing by share issuance (Cheung, 2016; Santiago-Castro
& Brown, 2007). Different theoretical approaches have
been proposed regarding share issuance.

The pecking order theory proposes that the firm has
a preference for the least costly funding sources, tak-
Ing into account both financial and informational costs
(Myers, 1984: Myers & Majluf, 1984). From this theoret-
ical perspective, the high financial and informational
costs of share issuance mean that the firm will prefer
to use cash flow and debt to finance its investment
projects.

The informational issue also seems to be important
for share issuance as a source of corporate financing.
Share issuance is viewed positively if the market con-
siders that this increase in the firm's capital is a finan-
cially optimal alternative for it to maximize its good
growth opportunities. Conversely, share issuance can
be viewed unfavorably if the market interprets that the
firm is taking advantage of a favorable market situation
In relation to the firm in order to benefit current share-
holders, as suggested by the market timing approach
(Asquith & Mullins, 1986; Mikkelson & Partch, 1986).

In addition to market timing, share issuance can
also be frowned upon if the market considers that the
firm is having difficulty contracting debt and/or the firm
1s generating a low level of cash flow (Albanez & Valle,
2009). This signaling aspect linked to share issuance
highlights that agency conflicts and the information-
al issue have emerged as potential factors that play a
prominent role in firm capital structure, beyond just the
financial issue inherent in each funding source (Driffield
et al, 2007). Agency conflicts arise from the separation
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of firm ownership and management, when the inter-
ests of the manager (agent) are not aligned with the
interests of shareholders not involved in firm manage-
ment (Jensen & Meckling, 1976). Under the agency the-
oretical approach, corporate governance comprises a
set of mechanisms aimed at protecting the principal
(shareholder) against expropriation by managers (La
Porta et al, 2000). In this sense, the firm's shareholding
control configuration and the quality of the firm's in-
ternal corporate governance system, attributes directly
linked to agency conflicts, may be influencing the firm’s
decision to seek external financing by share issuance
(Georgakopoulos et al, 2022).

Share issuance and corporate governance

The firm’s corporate governance system aims to mini-
mize agency conflicts by aligning the interests of share-
holders and managers, and improving the disclosure of
firm information, improving firm communication with
the market and potential investors, and thus ensuring
more adequate returns for investors (Shleifer & Vishny,
1997). A good corporate governance system tries to
ensure that the firm's manager (agent) makes optimal
decisions regarding the use of the firm’s resources and
does not incur moral hazard (Love, 2011).

The benefits of corporate governance at the firm
level, resulting from the reduction of agency con-
flicts, may include easier access to external financing
(Branddo & Crisostomo, 2024a; Claessens & Yurtogly,
2013; Funchal et al, 2008; Javaid et al, 2023). This is
because the superior quality of the firm's corporate
governance is proposed as being able to reduce the
likelihood of investor expropriation, which tends to
increase investor confidence in the firm (Claessens &
Yurtoglu, 2013; Mande et al, 2012). In this way, better
flrm corporate governance tends to have a favorable
impact on investors' perception of the stock market:
better governance should increase the amount of in-
formation available and reduce investor uncertainty,
which helps to mitigate the perception of risk associ-
ated with the firm's agency problems on the part of in-
vestors, reducing the cost of equity capital (Hashmi et
al, 2024; Hayek et al, 2023; Salehi et al, 2024). Finally,
better corporate governance helps to ensure that a
share issuance process is seen by the market as a pos-
ltive signal, reducing the cost associated with invest-
ment risk (Farago et al, 2023). In this sense, firms with
fewer information problems tend to seek more funding
obtained by share issuance (Sony & Bhaduri, 2021).

In institutional environments with weak legal pro-
tection and low enforcement, the possibility of inves-
tor expropriation is higher, which increases the cost
of external funding. Brazil still has ownership struc-
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ture aspects that are conducive to investor expropri-
ation, which highlights the need for further research
(Branddo & Crisostomo, 2024b): many firms with
non-voting shares and excess voting rights in the hands
of controlling shareholders. This reality makes it more
important for firms to adopt adequate corporate gov-
ernance practices in order to reduce agency conflicts
and their respective costs, such as informational asym-
metry with the market, and thus signal to the market
greater security in transactions with the firm (Claessens
& Yurtoglu, 2013; La Porta et al, 1999). It is worth men-
tioning the progress made in adopting corporate gov-
ernance practices in Brazil in terms of legislation and
market institutions — exogenous factors — as well as
the voluntary adoption by firms to improve their gov-
ernance systems (Crisostomo & Girao, 2019; Saito &
Silveira, 2010).

In Brazil, there is research showing a positive relation-
ship between the stock market and better firm corpo-
rate governance. In this regard, there is evidence of low-
er stock volatility and returns above the market average
in firms with better governance (Cremers & Nair, 2005;
Rogers et al, 2005). There is also evidence that adher-
ence to the most distinguished Brazilian Stock Exchange
(B3) segment (Novo Mercado) positively affects the par-
tial adjustment of firm share prices after an initial public
offering (IPO) (Hoffrmann et al, 2013). Furthermore, there
1s also evidence that better corporate governance struc-
ture is related to a firm capital structure with a higher
equity proportion (Biscaia et al, 2021).

It is argued that the superior quality of the internal
corporate governance system, measured by the level
of adoption of corporate governance practices by the
firm, is capable of mitigating agency conflicts and in-
formational asymmetry between the firm and other
parties involved in the share issuance process, reducing
the cost of equity capital and facilitating firm access to
financing by share issuance, as proposed in the follow-
ing hypothesis:

H1: The degree of adoption of corporate gover-
nance practices is positively related to financing by
share issuance.

Share issuance and shareholding

control configuration

In the Brazilian capital market, the highest propor-
tion of firms controlled by a single shareholder is still
prevalent, despite the growth in the number of firms
controlled by groups of shareholders (shared control)
and firms without a controlling shareholder (dispersed
control) (Carvalhal, 2012; Crisostomo & Brandéo, 2019;

Peixoto & Buccini, 2013). These different types of share-
holding control have been observed as capable of af-
fecting the nature and magnitude of firm agency con-
flicts (Brandao & Crisostomo, 2023), which may have an
impact on its financing decisions (Tayachi et al, 2023).
When no shareholder, alone or through a sharehold-
ers’ agreement, holds voting rights that grant them cor-
porate control, there is dispersed control, which brings
the firm ownership structure closer to the dispersed
capital identified by Berle and Means (1932). Under
this shareholding control configuration, the theoretical
principal-agent agency model prevails, L.e, the agency
conflicts between managers and dispersed sharehold-
ers are more pronounced (Jensen & Meckling, 1976).
Unlike dispersed control, in firms with defined share-
holding control (dominant or shared), the main agency
problem arises from conflicts between controlling and
minority shareholders — the principal—principal agency
model (Young et al, 2008). In these firms, there may
be a difference in agency conflicts between firms with
dominant control and shared control, considering that
the presence of a dominant shareholder exacerbates
conflicts between the latter and minority shareholders,
since in these firms there is a higher possibility of us-
ing private benefits of control (Dyck & Zingales, 2004;
Young et al, 2008) and the possibility of conflicts with
managers is greatly reduced, making it easier to align
interests between ownership and management (Lei
et al, 2013). On the other hand, under shared control,
the need for collective negotiation between the share-
holders that compose the controlling block tends to
reduce the possibility of decisions that lead to the ex-
propriation of minority shareholders (Gomes & Novaes,
2005). Thus, agency conflicts between controlling and
minority shareholders tend to be more severe in firms
with dominant control (Brandédo & Crisostomo, 2023).
The differences in agency conflicts between firms
with dispersed control and those with defined con-
trol may be able to influence decisions on financing
through share issuance. The literature has pointed out
that firms with a dominant controlling shareholder are
less likely to seek external financing by share issuance,
under different arguments. One possible explana-
tion could be the fear of loss of control by controlling
shareholders, which can be favored by share issuance
(Céspedes et al, 2010; Crisostomo & Pinheiro, 2015;
Ganguli, 2013). We can also consider the higher cost of
share issuance due to the risk of expropriation by the
controlling shareholder, which generates more distrust
from external investors (Crisostomo & Pinhetro, 2015;
Crisostomo, Pinheiro et al, 2020) .
Considering the institutional factor, in countries
with weak legal protection for investors, controlling
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shareholders can use the funds raised from share is-
suance as a form of propping, in which the controlling
shareholders use such funds to assist controlled firms
to avoid their default (Ying & Wang, 2013). In this case,
the capital from share issuance would not be related
to the firm's better corporate governance, but would
be used for providing temporary support to the firm
by inflating cash flow and apparently reducing default
risk, making the firm more able to obtain debt funding
(Friedman et al, 2003).

There is also literature that points out ownership
concentration as a factor that mitigates agency con-
flicts between managers and shareholders (principal—
agent agency model) (Muslim & Setiawan, 2021). In this
context, dominant control could be seen as a corporate
governance mechanism capable of reducing the cost
of capital and favoring external financing (Hashmi et al,,
2024; Tayachi et al, 2023).

The Brazilian institutional environment has his-
torically been seen as one of low enforcement and
weak legal protection for investors, which favors great-
er ownership concentration and conflicts between
controlling and minority shareholders (La Porta et al,
1999). Empirical evidence has signaled that ownership
concentration is negatively related to share issuance
(Crisostomo, Pinhetro et al, 2020) and positively related
to third-party external funding (Biscaia et al, 2021). In
this sense, the presence of dominant control is expect-
ed to hinder share issuance, either because of the con-
trolling shareholder's fear of losing control or because
of the higher cost of capital resulting from the high risk
of expropriation, as proposed in Hypothesis 2.

He2: Firm shareholding control configuration as
dominant control is negatively related to share
issuance.

Shareholder agreements, or shareholder coalitions
to control the firm, tend to include rights and duties
between shareholders in order to signal to the market
that the firm is better run and that investors are more
protected. There are some typical rules in such agree-
ments, for example (Carvalhal, 2012; Chemla et al,
2007): tag-along rights, restrictions on the transfer of
shares in absentia by the other shareholders, a guaran-
tee of a minimum dividend, restrictions on transactions
with related parties, and a requirement for consensus
among the members of the agreement regarding cru-
cial decisions such as financing decisions.

In the worst-case scenario, the shareholder agree-
ment could be used for private benefits of control by
the members of the agreement, who could expropri-
ate minority shareholders (Bianchi et al, 2001). Good
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corporate governance practices suggest that share-
holder agreements should be available to all share-
holders, should not bind or restrict directors’ voting
rights, and should not deal with issues related to firm
management or firm supervisory entities (Brazilian
Institute of Corporate Governance [Instituto Brasileiro
de Governanca Corporatival, 2023).

The literature suggests a stronger argument for the
positive role of shareholder agreements, considering
that the use of private benefits of control by a group of
shareholders will be more complex or difficult to im-
plement. Thus, the agreement tends to favor the miti-
gation of conflicts of interest between investors by en-
suring that the largest shareholder(s) is(are) monitored
by the other signatories to the agreement (Carvalhal,
2012; Pagano & Roell, 1998).

The increasing number of Brazilian firms adopting
shared control through shareholder agreements has led
to greater attention to this type of shareholding control.
Results in Brazil indicate that there is a positive effect of
shareholder agreements on firm value, indicating that
the market considers the agreement as an instrument
capable of reducing the possibility of expropriation of
minority shareholders (Brandéo & Crisostomo, 2024b).
The literature also suggests that shareholder agree-
ments play an even more relevant role in markets with
weaker legal protection for investors (Chemla et al,
2007; Klapper & Love, 2004).

Findings show that firms with shareholder agree-
ments exhibit more favorable indices than other firms,
such as the ratio between market price and accounting
price (P/B), profitability, and the quality of the corporate
governance system (Carvalhal, 2012). In Brazil, firms
with shared control, under formal or informal share-
holder agreements, have lower concentration of both
voting rights and excess voting rights, signaling less se-
vere agency conflicts between controlling and minori-
ty shareholders (Brandao & Crisostomo, 2023). A higher
level of firm reputation has also been documented in
firms with shared control (Crisostomo et al, 2022).

Regarding fundraising in the stock market, the set of
elements favorable to firms with shared control tends to
reduce their cost of equity capital, given the reduction
in agency conflicts between controlling and minori-
ty shareholders. Furthermore, the aversion to loss of
control from the controlling shareholder group in firms
with shared control tends to be lower than in firms with
dominant control, since the private benefits of control
are lower. In this sense, it is argued that shared control
favors financing by share issuance in Brazilian firms, as
proposed in Hypothesis 3.

BAR, Braz. Adm. Rev,, 22(3), €240015, 2025. ﬂ
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H3: Firm shareholding control configuration as
shared control is positively related to share issuance.

Firms with dispersed control, in turn, are those in
which the typical principal-agent theoretical agency
model prevails (Jensen & Meckling, 1976). In these firms,
shareholders should strive for an adequate corporate
governance system that is capable of aligning the in-
terests of managers and shareholders through good
control mechanisms that mitigate the possibility of
the manager incurring moral hazard. Recent evidence
shows that Brazilian firms with dispersed shareholding
control have a more robust corporate governance sys-
tem, especially with regard to shareholder rights and
management monitoring mechanisms (Brandao &
Crisostomo, 2023).

The better corporate governance structure of firms
with dispersed control, coupled with the absence of
the possibility of expropriation by a controlling share-
holder, tends to improve the firm’s relationship with the
external financing market, both through debt and share
Issuance. Under this firm shareholding control config-
uration, there are also no shareholders afraid of losing
power (Branddo & Crisostomo, 2024a). In this context,
1t is expected that the dispersed shareholding control
configuration will favor financing through share issu-
ance, as proposed below:

H4: Firm shareholding control configuration as dis-
persed control is positively related to share issuance.

Shareholding control configuration as a
moderating element between corporate
governance and share issuance

Although the best corporate governance structure
s expected to facilitate access to external financing,
according to the contingency approach to corporate
governance, the effectiveness of corporate governance
mechanisms depends on the firm’'s organizational envi-
ronment, as the literature has documented (Aguilera et
al, 2008; Dedman & Filatotchev, 2008). In this context,
it is argued that the effectiveness of many corporate
governance mechanisms can be contingent on the
firm’'s ownership structure (Bebchuk & Hamdani, 2009),
which can be a contingent factor in the adoption of
corporate governance practices by the firm (Aguilera
et al, 2008; Aguilera et al, 2012). Thus, it is plausible to
consider that the aforementioned type of shareholding
control configuration, an important ownership struc-
ture attribute, is an element capable of interfering in the
adoption of corporate governance practices.

Firms with greater potential for agency conflicts
require a more effective governance system, which
should be an important instrument in mitigating these
conflicts (Renders & Gaeremynck, 2012). Firms with
dominant control are more likely to exacerbate con-
flicts of interest, considering that in such firms there is
a higher likelihood of external investor expropriation,
given that controlling shareholders have instruments
that allow them to use private benefits of control, such
as transactions with related parties and high fixed re-
muneration for managers linked to the controlling
shareholder, for example (Bebchuk & Hamdani, 2009).
Furthermore, the presence of controlling shareholders
does not exclude the possibility of agency conflicts be-
tween shareholders and managers (Lei et al, 2013).

Previous studies signal that the agency costs of ex-
termal financing in firms with a controlling shareholder
can be mitigated by the firm's better corporate gover-
nance structure, especially in firms with dominant con-
trol, in which there is high voting rights concentration
(Martins et al, 2017) and excess controlling sharehold-
ers’ voting rights (Fonseca & Silveira, 2016). This scenar-
10 requires a more adequate governance structure ca-
pable of signaling greater security to external investors.
In this sense, in dominant-controlled firms, the quality
of the governance system can signal to investors in the
stock market a lower risk of expropriation of the wealth
of minority shareholders, contributing to a reduction
in the cost of equity capital and a greater volume of
fundraising through share issuance. The literature has
shown that, in firms with dominant control, the quality
of the internal corporate governance system is more
relevant to firm value in Brazil (Branddo & Crisostomo,
2023).

Since the risk of minority shareholder expropriation
is greater in firms with dominant control, it is expected
that, in such firms, the quality of the internal corpo-
rate governance system will have a more prominent
marginal effect on the agency costs of external share-
holders, favoring the raising of funds by share issuance.
Recent literature has shown that the negative effect of
corporate governance on the cost of equity capital is
Intensified in firms with a higher degree of shareholder
concentration (Hashmi et al, 2024). The better qual-
ity of the corporate governance system, indicative of
a lower expropriation risk, is capable of improving the
capacity to issue shares in firms with a dominant con-
trolling shareholder, as proposed below.

H5: Dominant control positively moderates the re-
lationship between the level of adoption of corpo-
rate governance practices and share issuance.
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The characteristics of shared control that mo-
tivated the proposition that this type of sharehold-
Ing control has a positive effect on firm value sug-
gest that shared control reduces agency conflicts
(Brand&o & Crisostomo, 2024b; Carvalhal, 2012; Pagano
& Roell, 1998). This mitigation of agency conflicts due to
the shareholder agreement would make the corporate
govermance system less relevant in these firms for the
market, which would consider the control coalition to
be an effective corporate governance instrument. The
market seems to see shared control as capable of signifi-
cantly reducing the possibility of minority shareholders
being expropriated by a single controlling shareholder.
Thus, the establishment of a controlling coalition makes
the stock market less demanding with regard to the set
of corporate governance practices, making these prac-
tices less relevant to outside investors.

A previous study indicates that shared control has
a negative moderating effect on the relationship be-
tween corporate governance and Brazilian firm value,
suggesting that in these firms the quality of the internal
corporate governance system is less effective in reduc-
Ing agency conflicts due to the substitution effect of
shared control (Brandédo & Crisostomo, 2023).

When it comes to financing through share issu-
ance, it is expected that the presence of shared control
will be perceived by investors in the stock market as a
mechanism for monitoring managers and controlling
shareholders, which would contribute to reducing the
cost of equity and raising funds from external investors.
In this sense, shared control would act as a substitute
for other internal corporate governance mechanisms,
which would make the adoption of corporate gover-
nance practices less necessary. This argument moti-
vates the following hypothesis:

H6: Firm shared control negatively moderates the
relationship between the level of adoption of cor-
porate governance practices and share issuance.

Firms with dispersed ownership, on the other hand,
as they do not have defined control, are immune to the
harmful effects of the use of private benefits of control
by a controlling shareholder, which is typical under the
principal-principal agency theoretical model. On the
other hand, these firms, characterized by the principal-
agent agency theoretical model, should strive for a good
system of corporate governance capable of preventing
opportunistic behavior by managers (Dey, 2008).

In a market where firms with defined control and
agency conflicts between dominant and minority
shareholders are predominant, dispersed ownership
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can be seen as a process that contributes to reducing
agency conflicts, which would make the adoption of
other corporate governance practices less effective in
firms with dispersed control (Brandao & Crisostomo,
2024a). In addition, the corporate governance practices
recommended for Brazilian firms may be more effec-
tive in aligning conflicts of interest between controlling
and minority shareholders, while not being effective
in firms where these conflicts do not exist (Brandao &
Crisostomo, 2023). These arguments suggest that the
adoption of corporate governance practices by firms
with dispersed control would have little effect on the
perception of investors in the stock market, given the
relevance of dispersed control.

H7: Firm dispersed control negatively moderates
the relationship between the level of adoption of
corporate governance practices and share issuance.

DATA AND METHODOLOGY
Sample
The sample was made up of non-financial firms listed
on the Brazilian Stock Exchange (B3) whose shares have
a stock market liquidity index of at least 0.1, in order to
include firms with greater market visibility and available
data on market value. Firms without stock market li-
quidity usually do not have a share price that adequate-
ly reflects their market value (Nogueira et al, 2021).
Financial firms were excluded due to their peculiar
capital structure and financial statement structure. The
sample therefore consists of an unbalanced panel data
of 1,433 annual observations from 168 firms over the
period 2011-2019. This period was chosen due to the
uniformity of accounting data following convergence
to international accounting standards and the manda-
tory preparation and disclosure of the reference form
from 2010 onward, the base report for extracting data
on shareholding control, and the adoption of corporate
governance practices. Since 2020, with the COVID-19
pandemic, the deadlines for submitting the reference
form have changed, making it difficult to collect data
and standardize the date of the reference forms ana-
lyzed. In addition, during the pandemic period (2020-
2022), there was a sharp drop in the issuance of shares
by Brazilian firms due to the economic crisis.

Variables measurement

Table 1 presents the variables used to measure the con-
structs that make up the empirical models of Equations
(1) and (2).
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Table 1. Variables definition and measurement.

Construct Variable

Financing by share issuance (SH_FUND)

External financing through share

issuance (FUND_SHI) ) .
Share issuance in the year (SH_ISSUE)

Corporate governance Corporate governance index (CGl)

Dominant (DOM), shared (SHRD), and
dispersed (DISP) control

Type of shareholding control
(SHCTRL)

Tobin's Q (Q)

Return on assets (ROA)

Control variables (CONTR) Size (SIZE)

Sector of activity (SECTOR)

Year of observation (YEAR)

A dichotomous variable for each type of

Measurement References

Ratio of cash inflows from equity financing
in period t to total assetsint — 1

Binary variable indicating that the firm
raised funds through the issuance of
shares in period t

Kayhan and Titman (2007)

Dittmar and Thakor (2007)

Percentage of corporate governance

practices adopted by firm i in period t ek el (202

shareholding control of firm i in period t Elteinelets el Citerieme (H02E)

Ratio of the sum of the market value of
equity and the book value of debt at period
t—1tototalassetsatt -1

Ratio of EBIT at period t — 1 to total assets
att-1

Natural logarithm of total assets at t — 1
One binary variable for each activity
sector, according to the Economatica®
classification

Criséstomo, Pinheiro et al. (2020)
Criséstomo, Pinheiro et al. (2020)
Criséstomo, Pinheiro et al. (2020)
Criséstomo, Pinheiro et al. (2020)

One binary variable for each year of

; Criséstomo, Pinheiro et al. (2020)
observation

Note. Elaborated by the author.

To measure firm access to external financing, we
used information on cash flows from financing activities
collected from the cash flow statement (CFS), available
In the Economatica® database. The cash flow approach
was adopted because it contains less noise than the bal-
ance sheet approach (Kayhan & Titman, 2007). Access
to financing by share issuance (FUND_SHI) was con-
sidered using two proxies. First, the ratio between firm
cash flow from share issuance in period t and firm total
assets in t=1 (SH_FUND). Second, access to financing
by share issuance was also operationalized by a binary
variable that receives a value of one if firm 1 obtained
cash inflows from share issuance in t, and zero other-
wise (SH_ISSUE) (Dittmar & Thakor, 2007).

Firm corporate governance (CGI) was measured
by checking the adoption of each of the 42 practic-
es recommended in the codes of good governance
for Brazilian firms. This information is available on the
CVM website: reference forms, standardized financial
statements, bylaws, and institutional documents of the
firms. This analysis considered the first version of the
reference form published each year (by May 31) and the
date of publication of the standardized financial state-

ments and institutional documents. The choice of data
from the beginning of each year to measure the level of
adoption of corporate governance practices was due to
the objective of verifying the effect of the adoption of
these practices on share issue financing, calculated on
the basis of data from the end of each year.

For each year, the corporate governance score was
assigned to each firm, ranging from zero to one, which
appraises the degree of adoption of corporate gover-
nance practices in each year. Thus, the annual degree
of adoption of corporate governance practices for each
firm was measured by an index (CGI) obtained by the
simple arithmetic average of the points obtained by
each firm/year in the practices analyzed. The develop-
ment of a corporate governance index advances the
evaluation of practices recommended in codes of good
governance for Brazilian firms, based on a proposal re-
cently used in Brazil (Brandéo et al, 2024; Brandéo &
Crisostomo, 2023; Crisostomo et al, 2022). Table 2 con-
tains the corporate governance practices that make up
the index, the way in which each one is operationalized,
and the average score of all firms for each practice con-
sidered separately over the entire period surveyed.

Table 2. Assessment of the corporate governance practices analyzed.

Item analyzed Practice

Percentage of voting shares issued by the
firm

Voting rights at general meetings granted to

Shareholder rights S Sl IRy

Tag along granted to each share category

Percentage of outstanding shares
Share outstanding Percentage of voting outstanding shares to

total outstanding shares

BAR, Braz. Adm. Rev., 22(3), e240015, 2025.

Metric Average score

Voting shares / Total shares 0.857

Firms with only voting shares: Full (1.0);

Restricted (0.5); Without rights (0.0)

) ) ] ) . 0.879

Firms with voting and non-voting shares:

Average score for each share category

Firms with only voting shares: Tag along of

voting shares; 0.828

Firms with voting and non-voting shares: ’

Average tag along of each share category

Outstanding shares / Total shares 0468

Free float voting shares / Free total float * 0.842
(continue)
I®)sy |
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Table 2. Assessment of the corporate governance practices analyzed. (continuation)

Item analyzed

Encouraging
shareholder participation
in general meetings

Board structure

Board composition

Inspection and control
bodies

Board practices

Executive board
practices

Conduct and conflicts of
interest

Disclosure of
information

Practice
Deadline for calling the ordinary general meeting

Provision of communication means with
shareholders regarding the agenda of the annual
general meeting via the internet

Number of active members of the board of
directors

Presence of an audit committee or similar
Presence of a remuneration committee or similar
Presence of other committees

The board of directors has no alternate members

Percentage of active directors who belong only to
the board of directors

Percentage of effective directors declared
independent

Percentage of effective directors appointed by
minority shareholders

Segregation of the duties of chairman of the board
of directors and chief executive officer

The fiscal council is installed

Percentage of effective fiscal advisors appointed by
minority shareholders

The independent auditing firm is a big four

The independent audit firm does not provide non-
audit services

Contract term of the independent audit firm

Term of office of the board of directors

The board of directors does not receive part of the
remuneration tied to short-term objectives

The board of directors does not receive stock-
based compensation

There are formal mechanisms for evaluating the
board of directors and/or its members

Percentage of women as effective directors in
relation to the total number of effective board
members

Term of office of the executive board

The executive board receives part of the
remuneration linked to the firm'’s results

The executive board receives part of the
compensation based on shares

There are formal mechanisms for evaluating the
executive board and/or its members

Percentage of women in top management team in
relation to the total number of members in the top
management team

The firm has a corporate risk management policy
and discloses it

The firm has a code of conduct and publishes it
The firm has a securities trading policy and
discloses it

The firm has a disclosure policy and publishes it
The firm has a policy on transactions with related
parties and discloses it

The firm’s bylaws have an arbitration clause for
resolving conflicts between shareholders and
between them and the firm (issuer) through
arbitration

The firm releases management projections
regarding its future performance

The firm publishes a sustainability report or similar
on its website

The firm discloses non-accounting performance
indicators

Type of independent audit opinion

Compliance with the disclosure of mandatory
information

Metric
Deadline for the first call for the general meeting / 30

Yes (1); No (0)

Is the board of directors composed of 5 to 11 full
members? Yes (0.5); No (0)

Is the number of active board members odd? Yes
(0.5); No (0)

Yes (1); No (0)
Yes (1); No (0)
Yes (1); No (0)
Yes (1); No (0)

Number of external directors / Total number of
directors

Number of independent directors / Total number
of directors

Number of directors appointed by minority
shareholders / Total number of directors

Yes (1); No (0)

Permanently installed (1); Installed but not
permanent (0.5); Not installed (0)

Number of fiscal advisors appointed by minority
shareholders / Total number of fiscal advisors

Yes (1); No (0)
Yes (1); No (0)

One year (1); Two years (0.8); Three years (0.6);
Four years (0.4); Five years (0.2); More than five
years (0)

One year (1); Two years (0.5); Three years or more (0)

Yes (1); No (0)
Yes (1); No (0)
Yes (1); No (0)

Number of women directors / Total number of
directors

One year (1); Two years (0.5); Three years (0)

Yes (1); No (0)
Yes (1); No (0)

Yes (1); No (0)

Number of women in top management team /
Total number of members in the top management
team
Yes (1); No (0)
Yes (1); No (0)
Yes (1); No (0)
Yes (1); No (0)
Yes (1); No (0)

Yes (1); No (0)

Yes (1); No (0)

Yes (1); No (0)

Yes (1); No (0)

Without reservation (1); With reservation (0.5);
Adverse or negative opinion (0)

Yes (1); No (0)

Average score
0.337

0.259

0.569

0.114
0.797
0.489
0470

0455
0.722
0.898
0.308
0.911

0478
0.897
0.545
0.626

0.611

0.800
0.671

0428

0.122

0469

0.840
0.671

0.945

0.139

0.928
0.745
0.868
0.967

0.908

0.776

0.350
0.554
0.933
0.969

0.992

Note. Based on Brandao, I. F., Criséstomo, V., & Lopez-lturriaga, F. J. (2024). A multidimensional analysis of corporate governance and firm value. Journal o
Management and Governance, 28(4), 985-1016. https://doi.org/10.1007/s10997-024-09699-8
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The type of shareholding control (SHCTRL) was
captured through content analysis of the identity of
the ultimate controlling shareholder, available in the
first version of the reference form published by the firm
each year, according to the methodology recently used
In Brazil (Brandao & Crisostomo, 2023; Crisostomo et
al, 2022). According to the information provided in
the reference form, the firm's (ultimate) controlling
shareholders were identified. After this identification,
shareholding control was categorized through con-
tent analysis into three types: dominant control (DOM),
shared control (SHRD), and dispersed control (DISP). A
firm has dominant control (DOM) when there is a sin-
gle ultimate shareholder or the ultimate shareholders
belong to the same family or economic group. Control
is shared (SHRD) when there is more than one ultimate
shareholder and they do not belong to the same eco-
nomic group or the same family but have entered into
a controlling coalition that regulates voting rights at
general meetings. Finally, control is said to be dispersed
(DISP) when there is no ultimate shareholder appoint-
ed by the firm and there are no individual shareholders
or agreements among shareholders holding more than
50% of the firm's voting capital.

In all model estimates, control variables that the
literature has suggested as possible determinants of

In order to verify whether the type of shareholding
control is a contingent factor in the relationship be-
tween the level of adoption of corporate governance
practices and corporate financing through share is-
suance, it is analyzed whether the type of sharehold-
ing control (SHCTRL) has the power to moderate the

Statistical method

Models presented in Equations (1) and (2) were esti-
mated using two econometric models, one for each
dependent variable — the amount of funds raised by
share issuance (SH_FUND) and a dummy variable cap-
turing share issuance by the firm in the year (SH_ISSUE).
First, the effect of corporate govermance (CGI) and
shareholding control (SHCTRL) on the amount of funds
raised by share issuance (SH_FUND) was analyzed, and
the models in Equations (1) and (2) were estimated us-

share issuance were included, measured as described
in Table 1 (Crisostomo, Pinheiro et al, 2020): Tobin's Q
(Q), return on assets (ROA), size (TAM), sector of activity
(SECTOR), and year of observation (YEAR). The financial
control variables were measured using values for peri-
od t — 1, with data extracted from the Economatica®
database. Lagged values were used to reduce simul-
taneity problems and to check whether these financial
and market indicators at the end of one year affect the
firm'’s financing decisions during the following year.

Empirical models

In order to analyze the effect of the degree of adop-
tion of corporate governance practices and the type of
shareholding control on financing through share issu-
ance, models were estimated based on the model of
Equation (1), where: FUND_SHI is the financing raised
through share issues by firm 1 in period t, considering
both the volume raised (SH_FUND) and the share issu-
ance itself (SH_ISSUE) in specific models; CCl is an index
that proxies the quality of firm corporate governance in
period t; SHCTRL are binary variables indicating the type
of shareholding control (dominant, shared, dispersed) of
firm 1 in period t; CONTR are control variables associat-
ed with firm 1in period t; and € is the error term.

relationship between corporate governance and fi-
nancing through share issuance. This is done by ana-
lyzing the coefficient of the interaction variable (cross
variable) constructed as the product of the corpo-
rate governance and shareholding control variables
(CGI*SHCTRL), according to Equation (2).

Ing the feasible generalized least squares (FGLS) model.
The FGLS model was chosen because it corrects prob-
lems of heteroscedasticity and autocorrelation of resid-
uals (Wooldridge, 2002), which were observed in the
estimation of ordinary least squares models through the
Breusch—-Pagan and Cumby—-Huizinga tests, respective-
ly. Random effects modeling was chosen because the
explanatory variables of interest (type of shareholding
control and level of adoption of corporate governance
practices) show low temporal variation, and the use of

@) |
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fixed effects estimators would make the estimates im- was between Tobin's Q and return on assets (0485).
precise (Favero, 2013; Wooldridge, 2002). The VIFs were all below 100.

The second step was to verify the effect of corporate
governance (CCI) and shareholding control (SHCTRL) RESULTS AND DISCUSSION
on the firm'’s decision and action of issuing shares which Descriptive statistics
is proxied by an annual dummy variable (SH_ISSUE).
These estimates were processed using logit modeling
with random effects and robust errors.

Possible problems with outliers in the financial and
market variables were mitigated by winsorizing at the
1% level in the top and bottom percentiles of the sam-

Table 3 shows the descriptive statistics for the model
variables. It can be seen that financing by share issuance
(SH_FUND) corresponds to only 1.1% of the firm’s assets,
with high variability. Only 39.15% of firms used share is-
suance as a form of financing. This finding corroborates

ple for each variable. Correlation and variance inflation the predominant historical tendency of Brazilian firms
factor (VIF) tests indicated no problems with multicol- to use debt financing (Branddo & Criséstomo, 2024a).
linearity or collinearity in any of the models. The highest The average adoption index of corporate governance
correlation coefficient between explanatory variables practices (CCI) is 64.5%, showing low variability.

Table 3. Descriptive statistics of model variables.

Variables Average Standard deviation Coefficient of variation Minimum Maximum
SH_FUND 0.011 0.034 3.137 0.000 0.164
CGl 0.645 0.091 0.141 0.282 0.873
Q 1.093 0.817 0.747 0.151 3.892
ROA 0.068 0.085 1.244 -0.189 0.248
SIZE 15482 1408 0.091 12.745 18.514

Note. Variables: resources raised through share issuance (SH_FUND), corporate governance practices adoption index (CGI), Tobin's Q (Q), return on assets (ROA),
and size (SIZE).

Firms with dominant control predominate in the Table 4 shows the average and the difference in
Brazilian capital market, accounting for 55.34% of firms. ~ ™Means test for firm indices by type of shareholding
control configuration. It can be seen that raising funds
through share issuance (SH_FUND) is more intense in
firms with dispersed control, being statistically high-
mains the least common shareholding configuration, er than the same parameter in firms with dominant
comprising 20.17% of firms (Table 4). control.

In contrast, shared control is present in 24.49% of firms,

and dispersed control (without a defined controller) re-

Table 4. Comparison of indices between firms by category of shareholding control configuration.

Variable Type of shareholding control Mean difference test
SHRD DOM TOTAL DISP x SHRD DISP x DOM SHRD x DOM
SH_FUND 0.016 0.012 0.009 0.011 1437 2484 b 0.993
CGl 0.713 0.645 0.620 0.645 10.811 rkx 15.998 Hokk 5.144 Fkx
Q 1174 1.293 0.975 1.093 -1.666 * 3407 bl 5.803 il
ROA 0.048 0.086 0.067 0.068 -5.296 rokx -2.947 rkk 3.784 xkx
SIZE 15.058 15.629 15.572 15482 -5.282 bl -5.303 il 0.656
Firms 47 63 111 168
Obsenvations 5017, o = 1433

Note. Variables: resources raised through share issuance (SH_FUND), corporate governance practices adoption index (CGl), Tobin's Q (Q), return on assets (ROA),
and size (SIZE). Types of shareholding control: dispersed (DISP), shared (SHRD), and dominant (DOM).

Another result worth highlighting is the degree of trol is significantly lower than that of the other firms,
adoption of corporate governance practices, which  syggesting that agency conflicts are indeed more pro-
Is significantly higher for firms with dispersed control,
confirming previous studies (Crisostomo & Brandéo,
2019). In second place is the group of firms with shared
control, which also shows a higher quality of corporate
governance than firms with dominant control. The itability and market value, which suggests that agency
market value (Tobin's Q) of firms with dominant con- conflicts are less pronounced in these firms.

nounced in these firms. Finally, firms with shared con-
trol, although less adherent to governance practices
than firms with dispersed control, exhibit higher prof-
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Regression analysis

Table 5 shows the results of model estimates that as-
sessed the effect of shareholding control and corporate
governance on the amount of funds raised through
share issuance. The results show that there is no signifi-
cant positive influence of the adoption of corporate gov-
ernance practices (CGI) on financing through share is-
suance, as suggested (Hypothesis 1). Regarding the type
of shareholding control, contrary to expectations, there
was no direct effect of the type of shareholding control
on the amount of funds raised through share issuance,
whether by dominant control (Hypothesis 2), shared con-
trol (Hypothesis 3), or dispersed control (Hypothesis 4)
(Table 5; Models 1, 2, and 3).

The assessment of the moderating effect of share-
holding control configuration (Table 5; Models 4, 5, and
6), which involves analyzing the coefficients of the in-
teraction variables, reveals that there is indeed an influ-
ence of the control configuration on the effect of gov-
ernance on the ability to raise funds by share issuance.
It can be seen that dominant control (DOM*CCI) and

dispersed control (DISP*CCI) have a moderating effect
on the relationship between corporate governance
and share issuance financing. Dominant control mod-
erates the relationship between corporate governance
(DOM*CCI) and share issuance positively, indicating that
in these firms there is a stronger relationship between
corporate governance and the volume of funds raised
through share issues. This finding suggests that in firms
with dominant control, corporate governance is being
more highly regarded as an effective instrument capable
of mitigating the likelihood of expropriation of minority
shareholders (Table 5; Model 4) (Hypothesis 5). On the
other hand, dispersed control moderates the relation-
ship between corporate governance (DISP*CCI) and
equity financing negatively, meaning that in these firms,
equity investors do not take corporate governance into
account. It seems that in these firms, ownership dilution
is by itself a signaling element of lower propensity for
minority shareholder expropriation, given the absence
of controlling shareholders with excessive power (Table
5; Model 6) (Hypothesis 7).

Table 5. Raising funds through share issuance, corporate governance, and shareholding control.

(1) (2) (K9] (4) (5) (6)
cal 0.004 0.009 0.001 -0.022 0.010 0.019*
(0.012) (0.011) (0.012) (0.017) (0.012) (0.013)
-0.003 -0.033**
DOM
(0.002) (0.014)
0.001 0.006
SHRD
(0.002) (0.018)
0.004 0.063***
DISP
(0.003) (0.019)
0.046**
DOM*CGI
(0.021)
-0.008
SHRD*CGI
(0.027)
-0.085***
DISP*CGI
(0.027)
- 0.003* 0.003* 0.003* 0.003* 0.003* 0.003*
(0.001) (0.001) (0.001) (0.001) (0.001) (0.001)
e -0.069*** -0.070*** -0.068*** -0.068*** -0.070*** -0.065***
(0.013) (0.013) (0.013) (0.013) (0.013) (0.013)
o -0.001** -0.001** -0.001 -0.001** -0.001** -0.001
(0.001) (0.001) (0.001) (0.001) (0.001) (0.001)
0.040*** 0.036*** 0.036%** 0.058%*** 0.035*** 0.022*
Constant
(0.013) (0.012) (0.012) (0.015) (0.013) (0.013)
. 1433 1433 1433 1433 1433 1433
No. observations
3.36%** 3.32%** 3.35%** 3.27%** 3.23%** 3.33%**
R2 0.077 0.075 0.077 0.080 0.075 0.083

Note. Dependent variable is financing by share issuance (SH_FUND), calculated by the ratio between cash inflows from financing from share issuance, and total
assets in t — 1. Coefficients estimated with robustness to heteroscedasticity by FGLS. Standard errors in parentheses. *** p < 0.01, ** p < 0.05, * p < 0.1

Furthermore, smaller firms (SIZE) are more likely to
obtain financing by share issuance (SH_FUND), as ex-
pected, due to their greater demand for financing in
their growth phase. The negative effect of profitabili-
ty (ROA) on share issuance would be a sign of the
Brazilian firms’ preference to finance themselves by

12 BAR, Braz. Adm. Rev., 22(3), e240015, 2025.

using cash flow (retained profit), which would be in-
dicative of a pecking-order behavior. The positive rela-
tionship between equity issuance and market value (Q)
indicates that firms with higher market value actually
have more growth opportunities and are using more
share issuance, probably because they are transmitting
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to the market an adequate signal about their good in-
vestment opportunities.

Model estimates were also carried out using as the
dependent variable a dummy indicating that the firm
obtained financing by share issuance (SH_ISSUE) in the
year, in order to check whether the decision to issue
shares (regardless of the amount financed) is affected
by the quality of the firm's corporate governance and

the type of shareholding control. The results, shown in
Table 6, reveal that the decision to raise funds from share
issuance tends to be positively related to the quality of
the firm's corporate governance (Table 6; Models 1, 2,
and 5) and to firm dispersed control (Table 6; Model 3).
However, the moderating effect of the type of share-
holding control on the relationship between corporate
governance and equity financing was not found.

Table 6. Share issuance, corporate governance, and shareholding control configuration.

(1) (2) (3) (4) (5) (6)
cal 2.746* 3.195%* 2.264 2.555 3.407** 2.533
(1.508) (1.481) (1.541) (1.980) (1.566) (1.707)
-0.408 -0.645
DOM
(0.260) (1.614)
-0.074 0.704
SHRD
(0.270) (1.891)
0.633** 1371
DISP
(2.033)
0.362
DOM*CGI
(2.438)
-1.202
SHRD*CGI
(2.893)
-1.082
DISP*CGI
(2.946)
a 0.570*** 0.571*** 0.582*** 0.569*** 0.571*** 0.578***
(0.152) (0.151) (0.152) (0.151) (0.152)
ROA -3.217** -3.146** -3.086** -3.221** -3.159** -3.085**
(1.259) (1.260) (1.259) (1.260) (1.256)
SIZE 0.362*** 0.361*** 0.387*** 0.363*** 0.361*** 0.389***
(0.128) (0.129) (0.128) (0.129) (0.129)
-7401%** -7.816%** -7.805%** -7.275%** -7.960*** -7.999%**
Constant
(1.929) (1.921) (2.106) (1.952) (1.981)
No. observations 1433 1433 1433 1433 1433
X2 68.31*** 66.36*** 70.40%** 68.32%** 66.56%** 70.59***

Note. Dependent variable is a dummy variable (SH_ISSUE) indicating that the firm raised funds by share issuance in year t. Estimated coefficients with robustness
to heteroskedasticity by random effects of logit regression. Standard errors in parentheses. *** p < 0.01, ** p < 0.05, * p< 0.1.

Discussion of results

Agency theory deals with conflicts of interest between
insiders and the firm's external financiers. These con-
flicts arise from the different configurations of firm
ownership structure (Jensen & Meckling, 1976) and can
be mitigated by the adoption of corporate governance
practices (Dey, 2008). The aim of this study was to an-
alyze the effect of corporate governance and the type
of shareholding control on access to financing by share
Issuance in Brazilian firms. The results support the prop-
osition that agency theory can help explain financing
decisions through share issuance in Brazilian firms, and
that the effectiveness of corporate governance is con-
tingent on the type of shareholding control of the firm
(Aguilera et al, 2008; Aguilera et al, 2012).

The results suggest that corporate governance
and dispersed control seem to be relevant factors in
the decision to seek financing through the stock mar-
ket (Table 6). On the other hand, when the interaction
between corporate governance and the type of share-

) SR

holding control is analyzed, there is a positive moder-
ating effect of dominant control and a negative mod-
erating effect of dispersed control on the relationship
between corporate governance and the amount of
financing by share issuance (Table 5).

It has been suggested that better-structured corpo-
rate governance, by reducing agency conflicts, would
reduce the cost of capital by share issuance, contribut-
ing to raising a greater volume of funds (Hypothesis 1)
(Aldamen & Duncan, 2012; Claessens & Yurtoglu, 2013;
Mande et al, 2012; Sony & Bhaduri, 2021). However,
this result was not found for share issuance in Brazil
Thus, the better corporate governance structure would
not be affecting the financing through share issuance
of the Brazilian firms. This can be explained by the ar-
gument that the risk of an ineffective corporate gover-
nance system is part of idiosyncratic risk, and that the
beta coefficient in the Brazilian market would only re-
flect systemic risk, endorsing the classic CAPM theory
(Cazzari et al, 2015).
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Firm dominant control is seen in the literature as
having greater potential to exacerbate agency conflicts
(Brandéo & Crisostomo, 2023), which may explain the
lower market value of these firms. With regard to share
Issuance, tests for the difference in means indicate that
firms with a single controlling shareholder raise a lower
volume of funds than firms with dispersed shareholding
control, supporting the hypothesis that dominant share-
holding control disfavors share issuance (Hypothesis 2).
However, in the regression analysis, there was no neg-
ative effect of dominant control on fundraising through
share issuance. Thus, although the literature has shown
that the presence of controlling shareholders tends
to restrict Brazilian firms access to the stock market
(Crisostomo, Brandao et al, 2020), this condition does
not seem to impact the amount of funds raised by share
lssuance.

It was observed that dominant control positively
moderates the relationship between the adoption of
corporate governance practices and access to financ-
ing by share issuance, as suggested (Hypothesis 5). The
analysis of descriptive statistics has revealed that agency
conflicts between controlling and minority shareholders
are greater in firms with dominant control, given that
these firms present lower market value. The existence
of more severe agency conflicts and higher expropria-
tion risk of minority shareholders (Bebchuk & Hamdani,
2009; Connelly et al, 2010) may explain the relevance
of the firm's corporate governance structure in gaining
access to financing by share issuance in firms with dom-
Inant control.

Firm shared control is seen as an ownership structure
that seems to be able to reduce agency conflicts be-
tween controlling and minority shareholders (Brand&o
& Crisostomo, 2023). In accordance with this literature,
the present descriptive analysis reveals that firms with
shared control present higher market value and profit-
ability. However, the hypothesis that this shareholding
control configuration is associated with a higher volume
of fundraising from share issuance (Hypothesis 3) was
not confirmed. In fact, despite the reputation of shared
control among investors, the fact that there is defined
control in these firms can cause the group of controlling
shareholders to restrict share issuance due to fear of re-
ducing their power in firm control (Céspedes et al, 2010;
Crisostomo & Pinheiro, 2015; Ganguli, 2013).

There was also no moderating effect of the shared
control configuration on the relationship between firm
corporate governance and fundraising by share issuance
(Hypothesis 6). These results suggest that shared control
is not seen in the primary stock market (share issuance)
as a substitute for other corporate governance prac-

tices, unlike what was found in the secondary market
(Brandéo & Crisostomo, 2023).

The descriptive analysis revealed that firms with dis-
persed control present a higher degree of adoption of
corporate governance practices and a higher volume of
funds raised by share issuance. The results of the regres-
sion analysis, however, did not support the hypothesis
that this firm shareholding control configuration is a de-
termining factor for the amount of funds raised on the
primary stock market (Hypothesis 4). In this sense, the
results indicate that, once the decision has been made
for the company to seek funds on the stock market, the
fact that the firm has defined control or not is not rele-
vant to the amount of funds to be raised.

On the other hand, the absence of defined control
seems to be negatively moderating the relationship be-
tween corporate governance and the amount of funds
raised through share issues, corroborating what was
expected (Hypothesis 7). In a market where firms with
defined control and principal-principal agency con-
flicts predominate, dispersed control seems to be seen
by capital market investors as a positive characteristic,
which reduces the need for additional corporate gover-
nance mechanisms (Brandao & Crisostomo, 2024a). In
fact, many of the corporate governance practices pro-
posed in the codes of good governance for Brazilian
firms and analyzed in this research are aimed at conflicts
between controlling and minority shareholders (prin-
cipal-principal agency model), and are less effective in
firms with dispersed control, whose main agency con-
flict lies in relations between managers and dispersed
shareholders (principal-agent agency model).

Ownership structure and corporate governance
can also affect the firm's choice of financing source
(Georgakopoulos et al, 2022). When analyzing the deci-
sion to seek financing through share issuance in Brazilian
firms, the results show that this decision is related to a
higher level of adoption of governance practices and
dispersed control and is not affected by the moderating
effect of corporate governance in conjunction with the
type of shareholding control (Table 6). Thus, although we
did not observe a direct effect of corporate governance
and the type of shareholding control on the amount fi-
nanced by share issuance, these additional findings sug-
gest that Brazilian firms, when deciding whether or not
to issue shares to finance their investments, consider the
quality of their corporate governance structure and the
presence (or absence) of defined shareholding control.
It is therefore possible to verify that attributes associated
with agency theory (corporate governance and share-
holding control) are more relevant in the corporate fi-
nancing decision-making process than in the pursuit of
the largest volume of funds raised on the stock market.
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CONCLUSION

This paper provides theoretical, methodological, and
organizational contributions. In theoretical terms, the
analysis of financing decisions under the agency the-
ory proposal is deepened, discussing how the quality
of the internal corporate governance system and the
shareholding control configuration can be relevant in
the decision-making process for financing through
share issuance, as well as in the amount of funds raised
by this form of financing. In addition, we sought to ana-
lyze, in light of the contingency approach to corporate
governance, the extent to which the type of sharehold-
Ing control — an important attribute of the ownership
structure that has not yet been studied, to the best of
our knowledge — can help us understand the role of
corporate governance in reducing agency conflicts
and raising a greater volume of funds through share
issuance.

Methodologically, shareholding control was catego-
rized according to the type and magnitude of agency
conflicts, a classification not addressed in previous re-
search dealing with corporate financing, as far as we
are aware. Firm funding through share issuance was
Investigated based on the amount raised by the firm,
an approach that presents less noise than the balance
sheet-based approach and allowed for a separate anal-
ysis of this important source of financing.

In practice, the results confirmed the reality that
financing through share issuance in Brazilian firms is
still limited. In addition, the study showed that the set
of corporate governance practices analyzed is associ-
ated with the decision to issue shares, although it is
not contributing to an increase in the amount of funds
raised by share issuance. It is therefore necessary for
the various stakeholders to engage in efforts to fos-
ter the development of the stock market and improve
confidence in the Brazilian capital markets.

Two other results of the study should be highlight-
ed and require further empirical investigation. First,
little is known about the implications of shared con-
trol for corporate governance and corporate finance.
Previous empirical evidence has indicated that this
type of shareholding control may serve as a corpo-
rate governance mechanism. The results of this study
show that firms with shared control are associated with
greater profitability and higher market value, although
this shareholding control configuration does not affect
financing through share issuance by Brazilian firms.
Second, although dispersed control is the shareholding
control configuration that most frequently uses share
Issuance financing, the negative moderating effect of
dispersed control on the relationship between the level
of adoption of corporate governance practices and the
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amount of funds raised through share issuance stands
out. This finding raises questions about the effective-
ness of the corporate governance practices analyzed
within this shareholding control configuration. Unlike
firms with shared and dominant control, the main
agency conflicts in firms with dispersed control fall un-
der the principal-agent agency theoretical model. In a
market characterized by firms with defined control, the
governance practices recommended by codes of good
governance may not apply to firms with dispersed con-
trol. With the growing number of firms without defined
shareholding control in the Brazilian market, it seems
important to investigate and propose more appropriate
corporate governance practices for this reality.

Finally, it should be noted that the research inves-
tigated in depth an attribute of the ownership struc-
ture (shareholding control configuration) that has not
yet been studied and assessed corporate governance
based on a general index that captures the adoption
of a wide range of recommended governance prac-
tices. In this sense, future research could analyze the
relationship between financing through share issuance
in Brazilian firms and other attributes of the ownership
structure, such as the concentration of voting rights
and excess voting rights, which are indicators of more
pronounced agency conflicts. With regard to corporate
governance, it could be investigated whether specific
attributes of firms’ internal corporate governance sys-
tems have a greater impact on raising funds through
share issuance, such as the composition of the board
of directors and the remuneration policy for directors.
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